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TAGS: ITRD, UR, US 

SUBJECT: SOVIET GRAIN SALE NEGOTIATION 
REF: STATE 217181 

1. WE MET AGAIN TDD AY AT 12 NOON WITH PATOLICHEV, KUZ(MIN 
AND GORDEYEV FOR A 3-HOUR SESSION ON GRAIN/OIL NEGOTIATIONS. 

1 WAS ACCOMPANIED BY AMBASSADOR STOESSEL, AMBASSADOR HINTON, 
NOVOTNEY OF USDA AND NILES, COMMERCIAL OFFICER OF THE U.S. 
EMBASSY. AFTER THE USUAL PRELIMINARIES, I OUTLINED AGAIN THE 
NEED FOR A 5-YEAR GRAIN/OIL ARRANGEMENT TO RESOLVE THE POLITICAL 
PROBLEMS WHICH WOULD DEVELOP FROM THE SALE OF ADDITIONAL 
GRAIN TO THE USSR DURING THE CURRENT YEAR. 

2. I THEN RESTATED OUR BASIC PROPOSAL, WHICH HAD BEEN 
SUBMITTED THROUGH VORONTSOV, AS FOLLOWS: 

(A) WE WOULD CONSIDER THEIR REQUEST FOR AN ADDITIONAL 

5 MILLION TONS OF GRAIN FOR THE CURRENT YEAR BUT THAT THIS 
DECISION COULD NOT BE REACHED UNTIL AFTER EVALUATION OF 
THE GRAIN MARKET IN MID-OCTOBER. 

(B) THIS SUPPLEMENTAL SALE WOULD REQUIRE A 5-YEAR GRAIN 
PURCHASE COMMITMENT FROM THE USSR FOR A BASE TONNAGE OF 
5 MILLION METRIC TONS ANNUALLY. 

(C) WE WOULD ALSO REQUIRE A 5-YEAR PARALLEL AGREEMENT 
FOR U.S. PURCHASE OF 12 MILLION METRIC TONS OF OIL ANNUALLY 

SECRET 

SECRET 

PAGE 02 MOSCOW 13046 01 OF 02 122015Z 

AT THE OPEC EQUIVALENT PRICE LESS A DISCOUNT OF 20 PERCENT. 
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3. THIS LATTER BROUGHT A VERY STRONG RESPONSE FROM PATOLICHEV, WHO 
MADE IT VERY CLEAR THAT, IN ADDITION TO THE COMPLEXITY AND TIME 
REQUIRED FOR CONCLUSION OF AN OIL SALES AGREEMENT, THEY WERE 
STRONGLY OPPOSED TO ANY PRICE DISCOUNT. IT BECAME OBVIOUS THAT 

HE HAD BEEN FULLY ADVISED OF THE DISCUSSIONS HANDLED THROUGH 
VORONTSOV AND INDICATED THAT INSTRUCTIONS HAD BEEN GIVEN TO 
VORONTSOV ON AUGUST 22 OR 23 TO PRESENT A FORMAL RESPONSE 
TO YOU OR THE PRESIDENT IN WHICH THEY CLEARLY AND UNQUALIFIEDLY 
REJECTED THE CONCEPT OF AN OIL PRICE DISCOUNT. (COMMENT: 

I WOULD APPRECIATE TEXT, IF AVAILABLE, OF ANY SUCH FORMAL 
RESPONSE.) FROM A LENGTHY EXCHANGE OVER THIS ISSUE, WE 
ESTABLISHED THAT 

(A) THEY WERE WILLING TO CONSIDER AN ARRANGEMENT ON OIL, BUT 
WITHOUT A PRICE DISCOUNT. 

(B) THEY WILL FIGHT TO AVOID A LINKAGE BETWEEN THIS AND THE 
GRAIN SALES TO AVOID THE CONCESSIONS THIS IMPLIES AND THE 
QUESTION OF TIMING FOR CONCLUSION OF SUCH AN AGREEMENT. 

(C) THERE WAS NO RESPONSE TO MY SUGGESTION THAT THE BENEFITS 
WHICH WE WOULD SEEK IN AN OIL PURCHASE AGREEMENT MIGHT BE 
CONCEALED IN SOME FORM OTHER THAN AS A DIRECT PRICE DISCOUNT. 

THIS APPEARED TO OFFER SOME HOPE FOR SPECIFIC U S. BENEFITS 

IN AN OIL PURCHASE AGREEMENT. ALTHOUGH WE WOULD FACE A 
TOUGH BATTLE ALL THE WAY. 

(D) THEY WOULD BE MORE AMENABLE TO THE SALE OF SOME 
REFINED PRODUCT RATHER THAN ALL CRUDE, BASED ON THE CLAIM THAT 
THEY HAVE SURPLUS REFINING CAPACITY AT THE PRESENT TIME. 

(E) ALTHOUGH NOT DISCUSSED SPECIFICALLY, I GAINED THE 
IMPRESSION THAT THE QUANTITY OF 12 MILLION METRIC TONS ANNUALLY 
REPRESENTED ANOTHER POTENTIAL PROBLEM AND CONCLUSION OF AN 
OIL PURCHASE AGREEMENT MIGHT BE POSSIBLE BUT ONLY ON THE BASIS 
OF LESSER TONNAGE. 

4. WITH REGARD TO THE TOTAL QUANTITY OF SUPPLENENTAL GRAIN 
WHICH THE USSR WILL REQUIRE FOR THE CURRENT YEAR, WE RECEIVED 
NO RESPONSE TO MY SUGGESTION THAT WE COULD POSSIBLY CONSIDER AN 
ADDITIONAL 5 MILLION TONS, BUT WITH NO DECISION PRIOR TO 
MID-OCTOBER. HOWEVER. PATOLICHEV DID MAKE THE FOLLOWING 
COMMENTS ON THIS QUESTION: 

(A) ADDITIONAL GRAIN SALES WOULD CLEARLY BENEFIT THE U.S. 
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AND MEET THE NEEDS OF OUR FARMERS. 

(B) OUR RECENT CROP ESTIMATES INDICATE THAT SUFFICIENT GRAIN 
IS AVAILABLE FOR FURTHER SALE, AND HE REPORTED THAT SECRETARY 
BUTZ STATED TO THEIR TRADE REPRESENTATIVE, MKRTUMOV, IN 
WASHINGTON ON SEPTEMBER 9 THAT THE ADMINISTRATION WAS IN FAVOR 
OF ADDITIONAL GRAIN SALES TO THE USSR. HE ALSO QUOTED USDA 
ASSISTANT SECRETARY BELL'S PUBLIC STATEMENT MADE YESTERDAY IN 
CONNECTION WITH THE NEW CROP REPORT THAT WE WERE ASSURED OF 
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SUFFICIENT GRAIN TO MEET ADDITIONAL SOVIET REQUIREMENTS FOR 
THE CURRENT YEAR. 

(C) THE USSR CAN PURCHASE ADDITIONAL GRAIN FROM OTHER SOURCES 
AND THUS WOULD NOT REQUIRE MORE FROM THE U.S. AND WILL PROCEED 
ON THAT BASIS IF WE CONTINUE TO BE UNWILLING TO NEGOTIATE SUCH 
SALES. IN THIS CONNECTION, OUR POLICIES HAD CAUSED THE SOVIETS 
TO PURCHASE 1 MILLION TONS OF SOY BEANS FROM NON-U.S. SOURCES 
EARLIER THIS YEAR. (COMMENT: IN MY JUDGMENT THE FOREGOING 
STATEMENTS WERE TACTICAL IN NATURE AND PATOLICHEV'S WILLINGNESS TO 
CONCLUDE A LONG TERM ARRANGEMENT WITH US VERIFIES THE OBVIOUS 
DEPENDENCE ON THE U.S. AS THE ONLY AVAILABLE SOURCE FOR THE 
LARGE QUANTITIES OF ADDITIONAL GRAIN THEY PROBABLY WILL 
REQUIRE.) 

5. AFTER THIS INTERCHANGE, PATOLICHEV SAID THAT THEY HAD 
GIVEN CONSIDERABLE THOUGHT TO THE MATTERS WE HAD DISCUSSED IN 
OUR MEETING YESTERDAY, AND THEY WERE NOW PREPARED TO ACCEPT 
A LONG-TERM GRAIN PURCHASE AGREEMENT WITH THE U.S. ON THE BASIS 
THAT THIS COULD BE BENEFICIAL TO U.S.-USSR RELATIONS, A 
SOLUTION TO OUR DOMESTIC PROBLEMS WITH MEANY, AND BECAUSE THIS 
COULD BE HELPFUL IN PRESERVING PRESIDENT FORD S POSITION WITH 
THE AMERICAN PUBLIC, WHICH COULD BE SIGNIFICANT IN CONNECTION 
WITH NEXT YEAR'S ELECTION. FOR THESE REASONS AND TO EXPEDITE 
NEGOTIATIONS, ALTHOUGH DIFFICULT AND UNPRECEDENTED FOR THEM, THEY 
WERE PREPARED TO ENTER INTO A LONG-TERM GRAIN SALES AGREEMENT 
WITH THE U.S. ON THE BASIS OF THE FOLLOWING TERMS: 

(A) A 5-YEAR AGREEMENT ENTERING INTO FORCE ON OCTOBER 1, 1976. 

(THIS WAS BASED ON THE CONCEPT THAT OCTOBER 1 - SEPTEMBER 30 
WOULD SERVE AS AN ARBITRARY CROP YEAR COMPROMISE FOR BOTH 
WHEAT AND CORN.) 

(B) THE BASE QUANTITY TO BE 5 MILLION METRIC TONS PER YEAR 
EQUALLY DIVIDED BETWEEN WHEAT AND CORN. 

(C) AN ADDITIONAL QUANTITY OF 3 MILLION TONS PER YEAR 
SECRET 
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EQUALLY DIVIDED BETWEEN WHEAT AND CORN COULD BE PURCHASED 
AT USSR OPTION. 

(D) DELIVERIES EQUALLY SPACED OVER EACH TWELVE- 
MONTH PERIOD. 

(E) FOR ADDITIONAL QUANTITIES OF GRAIN WHICH THE USSR 

MAY REQUIRE, THE PARTIES WILL MEET AND DISCUSS. THE FOREGOING 
OFFER WAS MADE ON THE BASIS THAT PATOLICHEV HAD NOT YET 
REPORTED THIS TO HIS GOVERNMENT OR TO THE CENTRAL COMMITTEE. 

HE INDICATED THAT HE WOULD SUBMIT HIS FORMAL REPORT AT THE 
NEXT WEEKLY CENTRAL COMMITTEE SESSION, WHICH HE SAID WOULD 
BE HELD NEXT THURSDAY. HOWEVER, IT WAS CLEAR THAT HE HAD 
AUTHORITY TO MAKE THIS PROPOSAL AS HE ASKED THAT I SUBMIT 
TO PRESIDENT FORD FOR HIS REACTION. 
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6. I ASSURED MR. PATOLICHEV THAT I WOULD SUBMIT THIS PROPOSAL 
TO WASHINGTON AND WOULD ADVISE HIMOF THE REACTION. I STATED 
FURTHER THAT I HAD NO AUTHORITY TO MAKE A COUNTER PROPOSAL BUT 
THAT I WANTED TO COMMENT ON CERTAIN OF THE PROPOSED TERMS WHICH 

1 DID AS FOLLOWS: 

(A) WITH REGARD TO THE OPTION FOR AN ADDITIONAL 3 MILLION 
TONS ANNUALLY, I INDICATED THAT THIS COULD ONLY BE CONSIDERED 
ON THE BASIS OF SUFFICIENT ADVANCE NOTIEC TO ALLOW OUR FARMERS 
TO INCLUDE THIS ADDITIONAL TONNAGE IN THEIR PLANTING PLANS. 

I ALSO STATED THAT WE WOULD HAVE TO HAVE SOME ADDITIONAL 
PROTECTION ON THIS ADDED TONNAGE AGAINST A CROP DISASTER, 
MEASURED PERHAPS IN TERMS OF THE TOTAL OF EXISTING GRAIN 
RESERVES. PATOLICHEV'S REACTION WAS THAT PERHAPS WE SHOULD 
ELIMINATE THE ADDITIONAL 3 MILLION TONS AND REDUCE THE TONNAGE 
TO 5 MILLION TOTAL AND THEY WERE PREPARED TO DO THIS. 

(B) WE WOULD ALSO HAVE TO INCORPORATE IN THE GRAIN AGREEMENT 
PROVISIONS ENSURING THE BENEFITS FOR US-FLAG SHIPPING IN THE 
EXISTING MARITIME AGREEMENT. 

(C) I REITERATED THE IMPORTANCE OF A LINKED ARRANGEMENT 
WITH AN OIL PURCHASE AGREEMENT, BUT INDICATED THAT I WOULD 
NOT COMMENT FURTHER PENDING RECEIPT OF A RESPONSE FROM 
WASHINGTON. 

7. I ADVISED PATOLICHEV THAT WE WOULD SUBMIT HIS PROPOSAL 

TO YOU IMMEDIATELY, AND WE ANTICIPATED A RESPONSE BY TOMORROW 
MORNING (SATURDAY) MOSCOW TIME AND ON THIS BASIS ARRANGED TO 
SECRET 
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MEET AT 1 1 A.M. WE FURTHER AGREED THAT WE COULD PROBABLY MAKE 
MORE PROGRESS IN THESE IMPORTANT NEGOTIATIONS WITH OUR SMALL 
TEAM FROM THE U.S. AND AN EQUALLY COMPACT NEGOTIATING TEAM 
ON THE SOVIET SIDE UNDER PATOLICHEV'S LEADERSHIP. ON THIS 
BASIS, IT WAS AGREED THAT WE WILL REMAIN OVER THE WEEKEND TO 
CONTINUE NEGOTIATIONS NEXT MONDAY. THIS WILL ALSO ALLOW FOR 
FURTHER CONSULTATION WITH MARAD ADMINISTRATOR BLACKWELL, WHO 
IS HANDLING THE SHIPPING NEGOTIATIONS BUT WHO IS IN KIEV FOR 
THE WEEKEND AND WON'T RETURN UNTIL MONDAY. BASED ON THE 
DEVELOPMENTS IN OUR MEETING THIS MORNING, I FELT THAT I HAD 
NO OTHER ALTERNATIVE AND SHOULD CONTINUE TO PURSUE THESE 
NEGOTIATIONS HERE TO AVOID ANY LOSS OF MOMENTUM. 

8. WITH REGARD TO THE PATOLICHEV PROPOSAL, I WOULD APPRECIATE 
YOUR GUIDANCE FOR FURTHER NEGOTIATING AUTHORITY. AS WE 
LOOK AT THE ALTERNATIVES, I RECOMMEND THAT WE ACCEPT THEIR 
LONG-TERM GRAIN AGREEMENT, WITH THE FOLLOWING EXCEPTIONS: 

(A) ELIMINATE THE OPTIONAL TONNAGE AND FIX THE CONTRACT 
TONNAGE AT A SINGLE FIGURE WHICH WE SHOULD SELECT IN THE 
RANGE OF 5 TO 8 MILLION TONS. I URGE THAT WE GO TO AT LEAST 
6 MILLION BUT FEEL THAT IT WOULD BE IN OUR INTEREST TO PUSH 
THIS ON UP TO 8 IF WE COULD OVERCOME GENERAL OPPOSITION FROM 
OMB/CEA. 

(B) ADD A SPECIFIC PROVISION ASSURING THE USE OF 
US-FLAG VESSELS TO THE EXTENT OF ONE-THIRD OF THE TOTAL 
REQUIREMENTS, THIS SHIPPING TO BE SUPPLIED IN ACCORDANCE 
WITH AN EXTENSION OF THE CURRENT SHIPPING AGREEMENT YET TO 
BE CONCLUDED. 

(C) PROVIDE FOR UNIFORM SPACED GRAIN PURCHASING ON A 
MONTHLY OR QUARTERLY (?) BASIS. 

(D) PROHIBIT RE-EXPORT OF GRAIN PURCHASED UNDER THIS 
AGREEMENT, WITHOUT OUR EXPRESSED APPROVAL. 

(E) ADD A SPECIFIC PROVISION REQUIRING THE SEMI 

ANNUAL EXCHANGE OF FORWARD ESTIMATES OF GRAIN PRODUCTION. 
DOMESTIC USE, TRADE AND STOCKS. 

(F) ADD AN ESCAPE CLAUSE WHICH PROVIDES FOR A REDUCTION 
IN DELIVERIES UNDER THIS AGREEMENT WHEN DISASTROUS CROP 
CONDITIONS FORCE AN OVERALL REDUCTION IN U.S. GRAIN EXPORTS, 

ANY SUCH REDUCTION BEING IN PROPORTION TO REDUCTIONS IN TOTAL 
EXPORT VOLUME. WE WILL UNDOUBTEDLY FACE OPPOSITION AND 
FURTHER NEGOTIATION ON THIS POINT. 
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9. WITH REGARD TO THE OIL PURCHASE ARRANGEMENT, IT IS 
RECOMMENDED THAT WE CONTINUE TO PUSH FOR THIS AS A CONDITION 
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FOR OVERALL RESOLUTION OF THE GRAIN SALES MATTER. HOWEVER, TO 
EXPEDITE AND TO ENHANCE THE POSSIBILITY OF SUCCESSFUL CON- 
CLUSION, I PROPOSE THE FOLLOWING APPROACH: 

(A) INDICATE OUR DESIRE FOR 12 MILLION METRIC TONS OF 
OIL ANNUALLY, BUT INDICATE WILLINGNESS TO CONSIER SOME 
REDUCTION IN THIS QUANTITY IF ESSENTIAL FOR THE SOVIET SIDE. 

(B) ALSO INDICATE WILLINGNESS TO CONSIDER THE 

POSSIBILITY OF SOME COMBINATION OF CRUDE AND REFINED PRODUCTS 
WITH A VIEW TO OBTAINING A PRICE CONCESSION LARGELY IN THE 
REFINED PRODUCTS RATHER THAN IN A 20 PERCENT DIRECT CASH 
DISCOUNT ON CRUDE OIL. 

(C) PURCHASE ALL OIL ON AN FOB BASIS AND AMEND AS MAY BE 
REQUIRED THE PRESENT MARITIME AGREEMENT TO ASSURE U.S. 

CONTROL OVER OIL SHIPPING ARRANGEMENTS. THIS WOULD ASSURE 
AVAILABILITY OF OIL FOR BACK-HAUL CARGOES ON ALL US-FLAG 
TANKERS DELIVERING GRAIN TO THE USSR. IT WOULD ALSO ALLOW 
FOR THE DELIVERY OF SOME OF THIS OIL TO ISRAEL AND SWAP 
ARRANGEMENTS FOR DELIVERY OF THESE PETROLEUM PRODUCTS INTO 
MEDITERRANEAN COAST OF EUROPE DURING PERIODS WHEN THERE IS 

NO INTERRUPTION OF SUPPLIES FROM PERSIAN GULF SOURCES. THIS WOULD 
OFFER OPPORTUNITY FOR MAJOR SHIPPING ECONOMIES THROUGH SWAP 
ARRANGEMENTS ALLOWING USE OF THE SMALL TANKERS REQUIRED FOR 
BLACK SEA LOADING FOR SHORTER HAULS WITH USE OF LARGER TANKERS 
FOR DELIVERY OF OIL FROM OTHER SOURCES TO THE U.S. 

CD) OFFER TO SWEETEN THE DEAL FOR THE SOVIETS THROUGH 
CONSIDERATION OF WAYS TO COORDINATE AND FACILITATE THE SUPPLY 
OF MORE EFFICIENT EQUIPMENT AND NEW TECHNOLOGY WHICH WOULD 
SUPPORT INCREASED PRODUCTION OF SOVIET OIL FROM CURRENTLY 
INSTALLED FACILITES. 

(COMMENT: THIS COULD BE AN IMPORTANT STEP IN ENCOURAGING 
COOPERATIVE RELATIONSHIPS IN THE ENERGY FIELD, ASSURING 
INCREASING QUANTITIES OF SUPPLEMENTAL NON-OPEC OIL FOR 
U.S. USE.) 

IF WE ARE AUTHORIZED TO PURSUE OUR OIL PURCHASE AGREEMENT AND 
THE SOVIETS INDICATE IN OUR MEETING TOMORROW THAT THEY ARE 
WILLING COMMENCE NEGOTIATION OF SUCHAN AGREEMENT, IT WOULD 
BE HELPFUL IF FRANK ZARB COULD SEND SOMEONE FROM THE FEA TO BE 
IN MOSCOW ON MONDAY TO DEAL WITH THE MORE TECHNICAL 
SECRET 
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PETROLEUM PRODUCT ISSUES. WE WOULD AIM AT HOLDING THESE 
DISCUSSIONS WITH PATOLICHEV, BUT IN ALTERNATE SESSIONS WITH 
GRAIN NEGOTIATIONS. 

10. AS A CONDITION FOR USSR CONCLUSION OF THE LONG- 
TERM GRAIN AGREEMENT, WE WOULD AGAIN INDICATE WILLINGNESS TO 
CONSIDER THE SALE OF THE ADDITIONAL 5 MILLION TONS OF GRAIN 
WHICH THE SOVIETS ARE NOW REQUESTING FOR THE CURRENT YEAR, BUT 
THAT THIS DECISION CANNOT BE REACHED UNTIL MID-OCTOBER. WE 
WOULD ALSO STRESS THAT IN ANY EVENT A FAVORABLE DECISION 
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WILL REQUIRE A LONG-TERM GRAIN SALE AND PARALLEL ARRANGEMENT 
ON THE PURCHASE OF OIL TO SATISFY DOMESTIC POLITICAL 
CONSIDERATIONS. 

1 1 . AS WE SEEM TO BE MAKING PROGRESS IN THESE NEGO- 
TIATIONS AND MAY SOON BE AT THE DRAFTING STAGE, WE MIGHT 
SUGGEST AFTER OUR MEETING TOMORROW THAT SOMEONE FROM L 
BE SENT TO MOSCOW TO ASSIST IN THIS EFFORT. 

12. SUMMARY: DISCUSSIONS WITH PATOLICHEV TO DATE WOULD 
INDICATE THAT WE CAN PROBABLY SIGN A 5-YEAR GRAIN SALES 
AGREEMENT IN EXCHANGE FOR OUR WILLINGNESS TO SUPPLY AT LEAST 
5 MILLION TONS OF ADDITIONAL GRAIN DURING THE COMING YEAR. 

THIS IN ITSELF COULD BE ATTRACTIVE TO THE U.S. WHETHER OR NOT 
WE CAN ALSO CONCLUDE AN OIL PURCHASE AGREEMENT WHICH IS 
SUFFICIENTLY ATTRACTIVE TO US TO JUSTIFY THE INTRODUCTION 

OF U.S. GOVERNEMNT INVOLVEMENT IN THIS BUSINESS REMAINS AN 
UNKNOWN. IT IS MY RECOMMENDATION THAT WE CONTINUE TO PURSUE 
THIS IDEA OF AN OIL PURCHASE LINKAGE AS A FURTHER U.S. 

CONDITION FOR THE SALE OF GRAIN. IF, IN THE FINAL 
ANALYSIS, WE ARE FORCED TO PULL AWAY FROM AN OIL DEAL. WE 
COULD STILL SEEK AN OFFSETTING ECONOMIC BENEFIT IN THE 
GRAIN SALES AGREEMENT. HOWEVER, WE MUST CONTINUE TO 
ASSESS THE STRENGTH OF OUR BARGAINING POSITION ON GRAIN 
SALES TO AVOID THE DANGER OF OVERPLAYING OUR HAND IN THESE 
NEGOTIATIONS. 

13. WE WOULD GREATLY APPRECIATE YOUR GUIDANCE AT LEAST IN 
PART, IF NOT COMPLETE, TO ENABLE US TO PUSH FORWARD IN OUR 
NEGOTIATION WITH PATOLICHEV TOMORROW MORNING. 

STOESSEL 
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